Swing Trading Primer 



Surveys show that more than 90% of individual investors and traders of stocks and commodities lose 
money. Educate yourself (starting with this stock primer) so you can cross the threshold into 
consistently making money trading. This trading primer and stock primer with our historical trading 
results will help you in this effort. Viewing the trading results will help you connect what you learn in 
this trading primer and trading tutorial to actual trades (get the annotated graphs by simply click on the 
link of each symbol). The beginning and end of each trade is displayed along with an accompanying 
explanation. 

No trading system is perfect and ours isn't perfect either. Good trading systems have more good trades 
than bad trades and have average gains bigger than average losses. A successful trading system must 
encompass rules for starting and ending trades, limiting risk and protecting principal. 

Reading Stock and Future Charts 



Overview 

These candles and bars show how price moves over time. This is done by 
putting these next to each other with newer prices to the right of the older 
ones. 




A: The bar gains during the day (it's bullish). Note: the color is not necessarily 
blue; it may be black or greeen. The price opens in the morning at the 
bottom of the rectangle and closes at its top. Price moves above the close and below the open during 
the day's activity. 

B: The price moves lower during the day (it's bearish). Price opens in the morning at the top of the 
rectangle and closes at the bottom. During the day trading puts the price above and below this range. 

C and D: These bars work the same as the 'A' and 'B' candles but the open and close are represented by 
small horizontal lines 

Summary: A stock or futures chart will have either bars or candles at the top part of the chart. This tells 
you how price moves over time. One can think of the price as the "result" of a certain amount of "effort" 
created by the volume of the shares traded (see the next page). 




Introduction to Volume 

Most of the time, the higher the day's volume the more prices will move either 
up or down that day. Changes of trend (i.e., a trend is when prices move up or 
down over time) often occur when high volume does not correspond to a 
corresponding high movement in the day's price. Divergences are important 

The bottom-most panel in the graph below shows the actual volume reported 
by the exchange. The panel above that: "volume waves" sums the volume as 
long as it continues to move in one direction, thus making it possible to compare 
the effort (overall volume) of one group of bars to another. More about this on later pages. 

A: This bar was the last of seven straight up bars. The volume (lowest pane) was above average but the 
price hardly moved. This is a divergence: lots of effort produced a minimal result. Note also how the 
volume wave shows that the wave ending at 'A' was the largest in this graph (i.e., compared to the other 
waves). 

B: Here is another example of above average volume with minimal result. Demand came in (i.e., a wave 
of buying occurred) and made this bar bounce off the bullish trend's support line (the dark blue line) 
ending up with it closing just a little lower than it opened. 

C: This bar is colored red because it closed lower than it opened. But the close was above the previous 
day's close. It is really, therefor, a bullish bar. Rule: a bar is bullish if its close is higher than the previous 
bar's close. 

Summary: Volume and volume waves (very few sites offer volume waves) show the effort that pushes 
stock and futures prices up and down. Look at the divergences between effort and result. 

Getting Ready For Futures Trading 

Overview 

Futures trading is highly leveraged making it possible to earn much higher profits in a shorter time frame 
than stocks. But this same feature makes it even more imperitive that protective stops be used 
whenever a trade is started. Agricultural futures (also knwn as commodities) have an additional risk: 
every so often the price can jump up or down so fast as to make protective stops ineffective. That can 
take a loss from a few hundred dollars per contract to a few thousand dollar per contract by the time 
exit is possilbe over night or early the next trading session. But this is a rare event. 

Contract Months: The letters represent the months that these contracts end. For example, "H" 
represents a contract ending in March and 'Z' is for a contract ending in December. 

Tick Size: This is the value of the smallest amount that price can move per day. In this example a price 
move of 0.25 is worth $12.50, or a move of 1 is worth $50. 




For more information please visit: http://www.stock-compass.com 



